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STATEMENT ON 
RESPONSIBILITIES 
IN TAX PRACTICE
AUGUST 1970
Knowledge of Error: 
Administrative Proceedings
I. Introduction
This Statement considers the responsibility of a certified public 
accountant in administrative proceedings when he learns of errors 
in returns which are the subject of the proceedings. As used 
herein, the term “error” includes an omission.
This Statement is concerned only with errors that have re­
sulted or may result in a material understatement of the tax lia­
bility. For purposes of this Statement, the client will not be con­
sidered to have made an error in cases where there is reasonable 
support for the position taken by the client or there was reason­
able support at the time the return was filed. Moreover, it does 
not apply where a method of accounting is continued under cir­
cumstances believed to require the permission of the Commis­
sioner of Internal Revenue to effect a change in the manner of 
reporting the item involved.
This Statement applies whether or not the CPA prepared the 
return which contains the error.
II. Statement
When the CPA is representing a client in an administrative 
proceeding in respect of a return in which there is an error known 
to the CPA that has resulted or may result in a material under­
statement of tax liability, he should request the client’s agree­
ment to disclose the error to the Internal Revenue Service. Lack-
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ing such agreement, the CPA may be under a duty to withdraw 
from the engagement.
III. Explanation
A. Background—Administrative regulations of the Treasury 
Department prescribe certain rules applicable to practice before 
the Internal Revenue Service. Furthermore, Opinion No. 13 of 
the Division of Professional Ethics states that the technical stand­
ards of the Code of Professional Ethics and other parts of the 
Code and interpretive Opinions which relate only to examina­
tions of financial statements do not apply to tax practice. Thus, 
Rule 1.01 regarding independence is inapplicable. Opinion No. 
13 states, however, that a member or associate must observe in 
tax practice the same standards of truthfulness and integrity as 
he is required to observe in any other professional work, but that 
he may resolve doubts in favor of his client if there is reasonable 
support for his position. Therefore, it is appropriate for the CPA 
to serve as an advocate for his client.
The Code of Professional Ethics states that a CPA shall not 
violate the confidential relationship with his client.
In the event that the client refuses to permit disclosure of an 
error which has resulted or may result in a material understate­
ment of tax liability, the CPA should consider the implications 
of this refusal on his future relationship with the client.
The concept of materiality is not a simple one and generally 
it has a different connotation in tax practice than in the determi­
nation of income for financial reporting purposes. Whether an 
error is material should be left to the judgment of the individual 
CPA.
B. Discussion—When the CPA is engaged to represent a client 
in an administrative proceeding in respect of a return known by 
the CPA to contain an error that resulted or may result in a 
material understatement of tax liability, professional responsi­
bility dictates that he not be false or devious in dealing with the 
matter if a question with respect to the error is raised by the 
Internal Revenue Service. But what are his responsibilities if a 
question with respect to the error is not raised by the Internal 
Revenue Service?2
It is arguable that practice before the Internal Revenue Service 
is a proceeding in which the CPA should be concerned only with 
those issues which have been placed in controversy in the ad­
ministrative proceeding. A distinction must be made, however, 
between debatable issues and patent errors. A CPA has both the 
right and responsibility to be an advocate for his client with re­
spect to any position for which he has reasonable support, and 
he has no obligation to disclose any weakness which may be 
inherent in such a position. He is in a different position, however, 
with respect to an error which, if its existence had been known 
at the time the return was prepared, would have caused him to 
refuse to sign the preparer’s declaration on the tax return.
When, therefore, the CPA is engaged to represent the client 
before the Internal Revenue Service in an administrative pro­
ceeding in respect of a return known by the CPA to contain an 
error that resulted or may result in a material understatement of 
tax liability, he should request the client’s agreement to a dis­
closure of the error to the Internal Revenue Service. This does 
not include cases where the effect of the error on the client’s 
cumulative Federal income tax liability has been compensated 
for in another year. Once disclosure is agreed upon, it should not 
be delayed to such a degree that the client or CPA might be 
considered to have failed to act in good faith or to have become 
a party to the giving of misleading information. In any event, 
disclosure should be made before the conclusion of the adminis­
trative proceeding.
If the client refuses to disclose a material error, the CPA may 
have the duty to withdraw from the engagement. If for example, 
the CPA believes that the Internal Revenue Service relies on 
him as corroborating significant information which he knows to 
be false, he is under a duty to disassociate himself from the 
engagement.
A problem of confidential relationship may arise when the 
CPA first becomes aware of the error during the course of an 
administrative proceeding. The Code of Professional Ethics pro­
vides that a CPA shall not violate the confidential relationship 
with his client. Moreover, the accountancy laws of a number of 
states contain privileged communications provisions. 3
There may be cases where the effect of the withdrawal itself 
would clearly constitute a violation by the CPA of the confi­
dential relationship with his client. In such cases, the CPA need 
not withdraw. However, he should advise his client that the 
CPA’s inability to answer questions pertinent to the error may 
have a prejudicial effect on the client’s case.
This Statement does not govern the conduct of a CPA who 
has been engaged by legal counsel to provide assistance to him 
in a matter relating to the counsel’s client.
NOTE
This Statement has been approved by at least two-thirds of the 
members of the Committee on Responsibilities in Tax Practice 
and the Executive Committee of the Division of Federal Taxation 
by formal vote after examination of the subject matter. It has not 
been considered and acted upon by the Council of the Institute. 
This Statement is not intended to be retroactive.
Statements on Responsibilities in Tax Practice containing stand­
ards of responsibility which are more restrictive than those 
established by the Treasury Department or by the Institute’s Code 
of Professional Ethics depend for their authority on the general 
acceptability of the opinions expressed.
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